RBY. the Spirit Maker, is Canada’s leading ane 
and importer of wines./Corby’s national leadership is sustained by our Portfoli 


of Excellence, the owned and represented brands that have built equity in A 


marketplace and deliver|value for customers and shareholders. 


Corby has been building brand value since 1859 and will continue to do so well into 
( 1 


the 21st century. 


fina/jncial highlights 
L 
(For the years ended August 31 (in thousands of dollars, except share and ratio amounts) 2002 2001 
Results 
Gross operating revenue $ 101,785 $ 101,209 
Earnings from operations 30,692 32,898 
Earnings before income taxes 32,875 36,957 
Net earnings 25,134 28,540 
Cash flows from operating activities 25,430 24,430 
Financial position at balance sheet date 
Working capital $ 60,680 $ 58,217 
Total assets 259,223 2547/98 
Long-term debt 8,000 18,000 
Shareholders’ equity 86,476 72,946 
Per common share 
Net earnings 3.57 4.06 
Dividends declared and paid 2.00 2.00 
Shareholders’ equity 12.24 10.37 
Financial ratios 
Working capital 6.8 1S 
Debt/equity 0.2 0.2 
Return on average shareholders’ equity % 31-59 v6 43.8 


Pre-tax return on average capital employed % 348 % 40.4 


SSS 


to our shareholders 


Krystyna T. Hoeg,ca 
President & 
Chief Executive Officer 


Introduction 

Reflecting on the year past, it has been marked by world-wide shock from the New York tragedy, high profile 
business failures, world equity market down-drafts and challenging corporate governance issues, to name a few. 
Closer to home, the commercial market situation for Corby has been characterized by new competitive realities 
and opportunities. 

With the rest of our industry, Corby saw the effects of the tragedy following September 11, 2001. Travel was 
down, and we saw a decline in bar and restaurant business. Although the national spirit is resilient and we 
rebounded quickly, the specific challenges of last year do not change the deeper trend that spirit sales in Canada 
have been essentially flat over several quarters. 

During the course of this difficult year, our stated goal at Corby — to be a dynamic, marketing-led company 
delivering exceptional earnings growth and strong, consistent cash flows — has served us well. In a flat spirits 
market, we managed to boost our head brand growth by over 2%. We strengthened our corporate balance sheet 
and reduced our debt load. In addition to soft markets, the Corby bottom line was affected by the Liquor Board 
of Ontario’s decision to take a further two weeks of inventory out of its supply chain. The successful international 


launch of Tia Lusso, a light cream liqueur based on Corby’s Tia Maria brand also incurred start-up costs that 


affected profitability. 


Our portfolio of excellence 

Within this context, we remain encouraged that our lead brands continue to outperform the market. Polar Ice, 
Wiser’s, and Canadian Club performed particularly well given their price increases. Most Canadians are unaware 
that Canada is the most price sensitive market for spirits in the world. Even so, Corby maintains and continues to 
grow 10 of the top 25 brands in Canada. Mid-year, the Allied Domecq acquisition of the exciting Malibu brand 
added youthful vibrancy to our portfolio. Malibu, a delicious coconut flavoured rum, is already the fourth fastest 
growing brand in the top 50 in Canada. The focus on Malibu creates investment and portfolio synergies that will 
bring growth for our shareholders. 

The ready-to-drink category was exceptionally strong across North America in 2002. Corby positioned itself in 
that market with two innovative product launches - C.C.&G and Keg Caesar. The longer-term direction of this 
segment is, however, difficult to predict with an already softening demand for certain leading trademark brands. 
Nevertheless, ready-to-drink product innovation has added much needed excitement and growth to the adult 


beverage industry. 


Our consumers and customers 

To ensure our continued focus in an ever-changing marketplace, Corby is analyzing the purchase and 
consumption motivations of our consumers with increasing precision. As consumers in our industry receive greater 
attention, our direct customers are responding with their own changes. 

The majority of our customers are the Canadian provincial liquor boards. Following Alberta‘s lead, 
British Columbia is the latest province to announce privatization. This is emerging as an important trend that will 
affect spirit sales and distribution in Canada. We are anticipating the demands this trend will place on our 
business, as liquor boards are likely to follow significantly different paths to privatization. 

As a core strategy, we continue to move even closer to our consumers and customers. Our legacy of powerful 
regional brands, such as Lamb’s Palm Breeze in Newfoundland and Labrador and Royal Reserve in Alberta, our 
dominance with huge international brands like Kah/ua and Beefeater, and our strong relationships with our 
customers on a national, regional and local basis will create strong opportunities for us. 

On a global scale, the trend to corporate consolidation is expected to continue in the wine and spirits 
industry. Through our strong relationship with our majority shareholder Allied Domecq, we will participate in 
what will be an exciting future. Our efforts continue to position Corby as the best spirits and wine distributor in 
Canada, identifying, targeting and executing against market opportunities to deliver profitable growth, strong 


cash flows and consistent returns to our shareholders. 


The Corby team of excellence 

Along with our Portfolio of Excellence, our employees are Corby’s most important asset as we build value for our 
shareholders. They have my heartfelt admiration and thanks for delivering another profitable year in a difficult 
business climate. 

In a period when questions are being raised about the quality of corporate governance, | am proud of the 
quality of leadership and counsel provided by Corby’s Board of Directors and | am grateful for its members’ 
support. | note especially the tremendous contribution of John Giffen who is retiring from our Board after 
22 years of outstanding service. Mr. Giffen is a past Chair of the Board at Corby and has provided critically 
important leadership over the years on a number of Board committees. Thank you, John. 

Corby, the Spirit Maker, continues confidently along a focused path, firm in its commitment to be Canada’s 
best spirits and wine distributor, a powerful player within the industry, and a source of strong, dependable value 


for its shareholders. 


Krystyna T. Hoeg,cA 
President and Chief Executive Officer 


And, it's Smith now sweeping McCoy in the box... four attacking players ...Booof!! Ooooowwww! 
it across to McCoy flooding in toward the box... Oh, he really did give it some willy!... 
A unique situation out here... Smith tosses to McCoy... 
four offensive players... understand the situation here... 
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Sales of the Canadian Club family of rye whiskies were up in 2002, substantially 
y y p 


outperforming its category in Canada, and maintaining our position as the #2 Canadian 
whisky. Enhanced performance and brand recognition for CC were notable among 
younger consumers, aged 19-35, as well as in Ontario with CC Reserve. Corby’s 
state-of-the-art consumer segmentation research will support even greater marketing 


success with this powerhouse brand as will the promotions spillover from the recent 


launch of CC Reserve in the U.S. 
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I've learned that when I’m swimming and a piece of seaweed touches my foot, 
in the ocean... | can sound a lot like a little girl. 
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> The Wiser’s brand of Canadian whiskies continued to drive growth for Corby, 


with Wiser’s Special Blend up more than 7% and Wiser’s Deluxe growing 5%. Wiser’s 
continued its advance in the American market as well. Corby dominated the Canadian 
whisky segment in Canada with CC and Wiser’s as well as with regional strength in 
Royal Reserve and other brands from our Portfolio of Excellence. Corby Scotch whisky 


sales also outpaced their category, with Ballantine’s as Canada’s #2 Scotch. 


aI 
- 
ov 
<= 
c=] 


about 
Wiser 


> 
a 
4 
o = 
= 5s 


I've also 
learned 
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Polar Ice continued its remarkable growth in 2002 as the fastest growing brand in the 
Canadian Top 25 at 11%, matched in growth by Stolichnaya vodka. New packaging and 
focused advertising and promotions helped drive Polar Ice sales growth both in Canada 
and in the U.S. Beefeater remained a powerhouse brand for Corby as the #1 gin in 
Canada. The Lamb’s family was the third best-selling rum in Canada with particular 


depth and dominance in Atlantic Canada. 


It’s how 
look at it. 


liqueurs and eaux de vie 


Take one part Kahlua... one part lime cordial... 
fill with club soda... 
= \ and stir... 
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> Kahlua’s ongoing strength as the #2 liqueur in Canada reinforced Corby's 36% leading 


market share in liqueurs. Brandy and cognac sales remained strong. Our delicious 
new coconut flavoured rum, Malibu, created great excitement in 2002, becoming the 
Ath fastest growing brand in the Canadian Top 50. And Corby’s commitment to 
innovation was demonstrated by the global launch of Tia Lusso, a Tia Maria based 


premium cream liqueur. 
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You've created something new Kahlua... 
and refreshing. the Primal Spirit. 


1) 2 


vintages 


Corby is a leading importer of fine wines to Canada. Our broad portfolio strength in 


wines and our prestigious brands, like Mumm’s and the recently acquired Sutter Home, 
are combined with sales and marketing excellence to create value for our shareholders. 
Our new premium wine and spirits team is leveraging Corby’s presence in licensee and 


retail sales channels, increasing opportunities for growth in both categories. 


management’s discussion 
& analysis 
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Overview 


The Corporation continues in its successful efforts to build powerful, exciting brands that drive profitable growth 


with strong, consistent cash flows both in Canada and internationally. 


Financial results 


Net earnings amounted to $25.1 million or $3.57 per share for fiscal 2002 compared with $28.5 million or $4.06 
per share for fiscal 2001. Earnings per share on a fully diluted basis amounted to $3.56 for fiscal 2002 compared to 
$4.04 for fiscal 2001. 

The decrease in net earnings in fiscal 2002 is mainly attributable to a charge of $1.7 million to cost of sales for 
the provision of obsolete inventory as well as to a decrease of $2.9 million in the equity earnings from the 
investment in the Tia Maria group compared to fiscal 2001. These two factors had a combined effect of reducing 
the fiscal 2002 net earnings by $0.56 per share on an after-tax basis. 

Total operating revenue, consisting of sales revenue and commission income, amounted to $101.8 million for 
fiscal 2002 compared with $101.2 million for fiscal 2001. The performance of Corby’s portfolio of brands at the 


consumer level is in line with our expectations and with the results of the overall spirits market in Canada. 
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The Corporation's consolidated gross profit margins on sales of its own brands decreased to 55.2% in fiscal 2002 
from 57.8% in fiscal 2001. This was partially a result of cost of sale increases in the form of higher rye whisky and 
glass bottle costs. Furthermore, included in fiscal 2002 cost of sales is a charge of $1.7 million for the provision of 
obsolete inventory at the Corporation’s blending and bottling plant in Montreal. Without this charge, gross profit 
margins would have been 57.2%, which is in line with fiscal 2001. 

Marketing, sales and administration expenses in fiscal 2002 amounted to $32.1 million compared with 
$31.1 million for fiscal 2001, an increase of 3%. More specifically, brand advertising and promotion expenditure 
increased by $0.5 million compared to fiscal 2001. This is a direct result of the Corporation’s decision to increase 
spending in advertising and promotion behind Wiser’s whisky and Polar Ice vodka. As a result, both of these 
brands are outpacing the spirits’ market growth rate as calculated on a consumer depletion basis with Wiser’s up 
+6% and Polar Ice up +11% in fiscal 2002. 

Interest expense decreased by $1.1 million in fiscal 2002 compared to fiscal 2001 as a result of continued 
reduction in the Corporation’s long-term debt, combined with lower cost of borrowings during the year. 

The income tax provision for fiscal 2002 amounted to $7.7 million compared with $8.4 million for fiscal 2001. 


The tax provisions reflect effective tax rates of 23% for both fiscal 2002 and 2001, respectively. 


Tia Maria group 

Equity earnings from the Tia Maria Group decreased by 57% for the fiscal year compared to fiscal 2001 primarily 
as a result of significant investments in brand equity and the advertising and promotion costs associated with the 
launch of their new premium cream liqueur brand Tia Lusso. 

Total operating revenue of the Tia Maria Group amounted to $67.4 million for fiscal 2002 compared with 
$47.2 million for fiscal 2001, an increase of 43%. Revenue from sales of the Tia Maria brand was up 24%, which 
was primarily due to 20% volume growth of the brand in the United Kingdom and Spain. Fiscal 2002 operating 
revenue also includes sales of Tia Lusso of $7.6 million for the period beginning with the launch of the 
brand in May 2002 in the United Kingdom, Spain, Italy, Benelux, Greece and European Duty Free markets. The 
performance of Tia Lusso for the period from launch to the end of fiscal 2002 is on track to original plan. 

Total advertising and promotion expenses in fiscal 2002 amounted to $39.8 million compared with 
$17.8 million for fiscal 2001. The increase reflects both an increase in investment behind the Tia Maria brand as 
well as an initial roll-out spend of $13.3 million in the period to launch the Tia Lusso brand. 

Net earnings of the Tia Maria Group amounted to $5.0 million for fiscal 2002 compared with $11.7 million for 
fiscal 2001. The decrease in net earnings in fiscal 2002 is attributed to the initial roll-out investment spend behind 


the Tia Lusso brand. 
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Cash flow analysis 
The Corporation's operating activities contributed $25.4 million to cash in fiscal 2002 compared with $24.4 million 
in fiscal 2001. The increase is a result of the Corporation's continued efforts to streamline operations and 
maximize efficiencies wherever possible. 

The Corporation received a dividend of $2.2 million from its investment in the Tia Maria Group during 
fiscal 2002. 

Cash flows used in financing and investing activities of $23 million was primarily for the payment of regular 
dividends of $2.00 per share or $14.1 million. Long-term debt was also reduced to $8.0 million in fiscal 2002 


compared to $18.0 million in fiscal 2001. 


Balance sheet 
Working capital was $60.7 million as at August 31, 2002 compared with $58.2 million as at August 31, 2001. 

The loan from an affiliated company represents a financing debt instrument from Allied Domecq PLC. The 
loan to an affiliated company represents an investment in the form of an interest bearing debt instrument to 
Allied Domecq USA, an operating subsidiary of Allied Domecq PLC. The amount due to Allied Domecq PLC is 


without recourse and is secured by the capital of Allied Domecq PLC. 


Outlook 

The Corporation will continue to direct targeted and effective advertising and promotion expenditures behind its 
key core brands in Canada. It is the Corporation’s objective to deliver profitable organic growth from core brands 
through identifying, targeting and executing against all market opportunities. 

Investment plans for Tia Lusso, as announced by the Tia Maria Group, call for $60 million in advertising and 
promotion spending over the next eighteen months as the brand is rolled out internationally. Spending on 
Tia Lusso will be financed from the internal operations of the Tia Maria Group. As a consequence, future equity 
earnings from the Corporation's investment in the Tia Maria Group will be negatively affected to the extent that 
advertising and promotion spend on Tia Lusso is not offset by gross margins on Tia Lusso sales over the same 
reporting period. 

Operational cash flows are expected to remain strong as the Corporation continues to streamline operations 


and maximize efficiencies throughout the organization. 
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management's 
and auditors report 


Management’s responsibility for consolidated financial statements 

The accompanying consolidated financial statements of the Corporation were prepared by management in 
conformity with accounting principles generally accepted in Canada. The significant accounting policies, which 
management believes are appropriate for the Corporation, are described in the accompanying “Summary of 
Significant Accounting Policies.” The financial information contained elsewhere in this Annual Report is consis- 
tent with that in the financial statements. 

Management is responsible for the integrity and objectivity of the information contained in the financial 
statements and the “Management's Discussion and Analysis,” including that which is based on estimates and 
judgements when transactions affecting the current accounting period are dependent upon future events. 
Management has established systems of internal control that are designed to provide reasonable assurance that 
assets are safeguarded from losses or unauthorized use and to produce reliable accounting records for the 
preparation of financial information. 

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial 
reporting and internal control. The Board has constituted an Audit Committee of Directors who are not members 
of management. The Committee meets periodically with management, the internal auditors and the external 
auditors to receive reports on internal accounting controls and audit results and to review accounting principles 
and practices. The Committee also reviews the financial statements and the external auditors’ report thereon to 
the shareholders prior to submission to the Board of Directors for approval. 

Management recognizes its responsibility for conducting the Corporation's affairs in compliance with 


established financial standards and applicable laws and maintains proper standards of conduct for its activities. 


Auditors’ report to the shareholders 

We have audited the consolidated balance sheets of Corby Distilleries Limited as at August 31, 2002 and 2001 
and the consolidated statements of earnings, retained earnings and cash flows for the years then ended. These 
financial statements are the responsibility of the Corporation’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Corporation as at August 31, 2002 and 2001, and the results of its operations and its cash flows for 


the years then ended in accordance with Canadian generally accepted accounting principles. 


Ly G 46 
Lia 


Chartered Accountants, 
Toronto, Canada 


17 


consolidated statements 


of earnings 


For the years ended August 31, 2002 and August 31, 2001 


(in thousands of dollars, except share amounts) 


Operating revenue 
Sales 
Commissions 


Gross operating revenue 

Operating costs 
Cost of sales 
Marketing, sales and administration 
Amortization 

Total operating costs 

Earnings from operations 


Equity in net earnings of companies subject to significant influence 
Interest expense, net 


Earnings before income taxes 
Income taxes (note 4) 


Net earnings 


Basic earnings per share (note 11) 
Fully diluted earnings per share (note 11) 


consolidated state 
of retained earnings 


For the years ended August 31, 2002 and August 31, 2001 (in thousands of dollars) 
Retained earnings — beginning of year 
Net earnings 


Dividends declared and paid 
Retained earnings — end of year 


See accompanying notes to consolidated financial statements. 


$ 


$ 


$ 


2002 


85,091 
16,694 


101,785 


38,119 
32,057 
917 
71,093 
30,692 
2,253 
(72) 
32,875 
7,741 
25,134 
357 
3.56 


ments 


2002 
63,102 
25,134 
88,236 
14,092 
74,144 


$ 


$ 
$ 


2001 


85,556 
15,653 


101,209 


36,101 
31,055 
hae 
68,311 
32,898 
peta 
(1,152) 

36,957 
8,417 
28,540 
4.06 
4.04 


2001 
48,629 
28,540 
di7403 
14,067 
63,102 


consolidated 


statements 


For the years ended August 31, 2002 and August 31, 2001 (in thousands of dollars) 


Cash flows from (used in) operating activities 
Net earnings 
Items not affecting cash: 
Amortization 
Future Income Taxes (note 4) 
Equity earnings in excess of dividends received 
Employee future benefits 
Changes in non-cash working capital (note 5) 
Cash flows from operating activities 
Cash flows from (used in) investment activities 
Additions to capital assets 
Loan to affiliated company 


Cash flows used in investment activities 
Cash flows from (used in) financing activities 
Dividends paid 
Loan from affiliated company 
Payment of long-term debt 
Proceeds on issuance of capital stock 
Cash flows from (used in ) financing activities 
Net increase (decrease) in cash equivalents* 
Cash equivalents* beginning of year 
Cash equivalents* end of year 


*Cash equivalents comprised of bank indebtedness. 


supplementary 


information 


For the years ended August 31, 2002 and August 31, 2001 (in thousands of dollars) 


Income Taxes paid 
Interest paid 
Dividends received 
Interest received 


See accompanying notes to consolidated financial statements. 


cash flow 

2002 2001 
$ 25,134 $ 28,540 
917 1,155 
(43) (35 
(55) (5,211 
(241) (696 
(282) 677 
25,430 24,430 
(391) (984 
= (152,500 
(391) (153,484 
(14,092) (14,067 
2 152,500 
(10,000) (13,000 
1,129 370 
(22,963) 125,803 
2,076 (3,251 
(3,293) (42 
Seah Ge bo BS (3,293 

cas h Tl 0° Ww 
2002 2001 
$ 7,165 $ 10,800 
$ 10,887 G1 7 5 
$ 2,200 $ - 
$ 10,790 $ §=610,531 


) 
) 
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) 


) 


) 


) 


) 
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consolidated 


balance 


sheets 


As at August 31, 2002 and August 31, 2001 (in thousands of dollars) Aug 31, 2002 Aug 31, 2001 
ASSETS 
Current assets 
Accounts receivable $ 24,407 $y 920,427 
Interest receivable from affiliated company 1,330 - 
Inventories, net (note 3) 43,657 (ANS) S28) 
Prepaid expenses 1,449 1,902 
Future income taxes 244 sk 
71,087 67,791 
Long-term investments 22357 20,943 
Capital assets (note 7) 5,658 6,184 
Loan to affiliated company (note 6) 152,500 152,500 
Employee future benefits (note 8) 3,145 2,904 
Goodwill, net of accumulated amortization 4,476 4,476 
$ 259,223 $ 254,798 
LIABILITIES 
Current liabilities 
Bank indebtedness $ 1207 $ 3,293 
Accounts payable and accrued liabilities 6,996 3,921 
Interest payable to affiliated company 1,760 - 
Income and other taxes payable 434 2,360 
10,407 9,574 
Long-term debt (note 9) 8,000 18,000 
Loan from affiliated company (note 6) 152,500 152,500 
Future income taxes (note 4) 1,840 1,778 
172,747 181,852 
SHAREHOLDERS’ EQUITY 
Share capital (note 10) 11,755 10,626 
Retained earnings 74,144 63,102 
Cumulative translation adjustments (note 12) SIT (782) 
86,476 72,946 
$ 259,223 $ 254,798 


Commitments (note 14) 


Contingencies (note 16) 


See accompanying notes to consolidated financial statements. 
Signed on behalf of the Board 


Jive F be Ext 


George F. McCarthy 


Director 
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Robert L. Llewellyn 


Director 


notes to consolidated 
financial statements 


For the years ended August 31, 2002 and August 31, 2001 


Note 1. 


> Summary of significant accounting policies 
Corby Distilleries Limited (the “Corporation”) accounting policies conform with accounting principles generally 
accepted in Canada and are summarized below: 


Consolidation 


The consolidated financial statements include the accounts of all subsidiaries. 


Revenue recognition 
Sales and commissions are recognized upon shipment of product to the customer. 


Foreign currency translation 
The foreign companies in which the Corporation has long-term investments are of a self-sustaining nature. 
Unrealized gains or losses on translation are shown as a separate component in shareholders’ equity. These gains 
or losses are calculated by translating assets and liabilities at the exchange rates in effect at the balance sheet 
dates and by translating revenues and expenses at the average exchange rates for the years. 

The monetary assets and liabilities of the Corporation which are denominated in foreign currencies are 
translated at exchange rates in effect at the balance sheet dates. Revenues and expenses are translated at rates of 


exchange prevailing on the transaction dates. All exchange gains or losses are recognized currently in earnings. 


Inventories 
Inventories are stated at average cost not exceeding net realizable value. They include barreled whiskies which 
will remain in storage over a period of years, but which are classified as current assets in accordance with the 


general practice of the distilling industry. 


Long-term investments 
The Corporation's 45% investment in the Tia Maria Group of companies is accounted for using the equity method. 
Under this method, the original cost of the shares is adjusted for the Corporation’s share of post-acquisition 


earnings or losses, less dividends. 


Capital assets 
Buildings and machinery and equipment are carried at cost, less accumulated amortization. Amortization is 
provided for on the straight-line basis over periods of one to forty years depending on the nature of the 


asset. One-half rates are applied to assets in the year of acquisition. 


Goodwill 
Goodwill represents the excess of acquisition costs over amounts assigned to net identifiable assets of companies 
acquired. Prior to September 1, 2001, the Corporation amortized goodwill on the straight-line basis over periods 
of twenty-five to forty years. 

Effective September 1, 2001 the Corporation adopted a new accounting policy in accordance with the new 
standards, as set out by the Canadian Institute of Chartered Accountants (the “CICA”) in Section 3062 of the CICA 
Handbook, “Goodwill and Other Intangible Assets” (“Section 3062”). Section 3062 requires the Corporation to 
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notes to consolidated financial statements (continued) 
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recognize goodwill on its balance sheet at the amount initially recognized, less any write-down for impairment. 
Under the new standard, goodwill is not amortized. In general, goodwill is to be tested for impairment on an 
annual basis at the level of reporting referred to as a reporting unit. According to Section 3062, goodwill 
impairment losses should be recognized when the carrying amount of the goodwill of a reporting unit exceeds 
the fair value of the goodwill. An impairment test was performed at the date of implementation and no 


impairment was recognized. 


Stock based compensation plans 

The Corporation has a stock based compensation plan, which is described in Note 10. No compensation expense 
is recognized for this plan when stock or stock options are issued to employees. Any consideration paid by 
employees on exercise of stock options or purchase of stock is credited to share capital. If stock or stock options 
are repurchased from employees, the excess of the consideration paid over the carrying amount of the stock or 


stock option canceled is charged to retained earnings. 


Employee future benefits 

The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets. The 

Corporation has the following policies: 

(a) The cost of pensions and other retirement benefits earned by employees is actuarially determined using the 
projected benefit method prorated on service and management's best estimate of expected plan investment 
performance, salary escalation, retirement ages of employees and expected health care costs. 

(b) For the purpose of calculating the expected return on plan assets, those assets are valued at fair values. 

(c) Past service costs from plan amendments are amortized on a straight-line basis over the average remaining 


service period of employees active at the date of amendment. 


Earnings per share 

In January 2001, the CICA revised Section 3500 of the CICA Handbook, “Earnings Per Share” (“Section 3500”). 
Section 3500 now requires the presentation of basic earnings per share and diluted earnings per share on the face 
of the income statement, with equal prominence and regardless of the difference between the two amounts. In 
the computation of diluted earnings per share, the Corporation is required to use the “treasury stock method”. 
Under the treasury stock method, the denominator used in the computation of basic earnings per share should be 
increased to include the number of additional common shares that would have been outstanding if the dilutive 
potential common shares had been issued. In addition, the numerator used in the computation of basic earnings 
per share should be adjusted for the effects of dilutive convertible securities. When several alternatives exist, 
diluted earnings per share should be based on the most advantageous conversion rate or exercise price from the 
standpoint of the holder of the potential common shares. 


Effective September 1, 2001, the Corporation retroactively adopted Section 3500, with restatement of the 
prior year. The method used to calculate diluted earnings per share prior to September 1, 2001 did not have a 
result materially different to the treasury stock method. 


Income Taxes 

The Corporation accounts for income taxes under the asset and liability method, whereby future tax assets and 
liabilities are recognized for the future tax consequences attributable to differences between the financial 
statement carrying amounts of existing assets and liabilities and their respective tax bases. Future tax assets and 
liabilities are measured using enacted or substantially enacted tax rates expected to apply to taxable income in 
the years in which those temporary differences are expected to be recovered or settled. The effect on future tax 
assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment 
date. 


Measurement uncertainty 

The preparation of the financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting year. Actual results could differ from those 
estimates. Estimates are used when accounting for items and matters such as allowance for uncollectible accounts 
receivable, inventory obsolescence, amortization, asset valuations, employee future benefits, taxes, provisions, 


and contingencies. 
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notes to consolidated financial statements (continued) 


Note 2. > Related party transactions 
Hiram Walker & Sons Limited, a wholly owned subsidiary of Allied Domecq PLC, owns in excess of 50% of the 
issued voting common shares of the Corporation and is thereby considered to be the Corporation's parent. 
Affiliated companies are those that are also subsidiaries of Allied Domecq PLC. In addition to information 
provided in Note 6, transactions and balances with parent and affiliated companies includes the following: 


Commercial Transactions (in thousands of dollars) Amount of the transactions 
2002 2001 

Nature of transaction Nature of relationship Financial statement category 

|. The Corporation renders Parent company Sales $ 799 $ 995 

blending and bottling services 

Il. The Corporation sells certain Affiliated companies Sales $ 65 $ 73 

of its products for resale at an 

export level 

Ill. The Corporation renders Parent company, companies Commissions $ 10,664 $ 9,894 

services, as the sole and exclusive subject to significant influence, 

representative, for purposes of ultimate parent company and 

marketing and sales of beverage affiliated companies 

alcohol products in Canada 

lV. The Corporation sub-contracts Parent company Cost of sales/Inventories $ 13,615 $ 17,998 


virtually all of its distilling, 

blending, bottling, storing 

and production activities 

V. The Corporation sub-contractsan — Parent company Marketing, sales $ 2,164 $ 1,909 
important portion of its bookkeeping, and administration 

record keeping services, certain 


administrative services, related 

data processing and maintenance 

of data processing activities 

VI. The Corporation re-negotiated Parent company Marketing, sales $ = $7. 412 
its agreements for transactions in and administration 

sections III, IV and V in fiscal 

2001. Substantially all of the costs 

associated with the re-negotiation 

were allocated to III and IV, 

described above 


These transactions, which are settled the following month, are in the normal course of operations and are 
measured at the exchange amount, which is the amount of consideration established and agreed to by the 
related parties. Transactions in sections Ill, IV, V, and VI above are covered under the terms of agreements with 
related parties which will expire on August 31, 2003. These agreements included a non-competition clause 
whereby the Corporation ceded its rights to sell beverage alcohol in bulk in favour of its parent company. 
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Balances 2002 2001 
As at August 31 (in thousands of dollars) 


Amounts included in Accounts Receivable 


Parent company $.. 1,330 oy 
Affiliated companies 5521 971 
$y 1 567851 $ 3,488 


Amounts included in Accounts Payable and Accrued Liabilities 


Parent company $ 2,194 : eras iow 
Affiliated companies - 1,648 
$  "2:194 $ 4599 


Note 3. > Inventories-net 


As at August 31 (in thousands of dollars) 2002 2001 
Raw materials smear 459160) ees MED 
Work-in-progress $ 27,600 $ 32,410 
Finished goods 13,547 9) 192 
Inventories-net* $ 43,657 $: °° 45,323 


* Net of inventory provisions of $1,659 and $62 as at August 31, 2002 and 2001, respectively 


Note 4. > Income taxes 


For the years ended August 31 (in thousands of dollars) 2002 2001 
Current $ 7,784 $8,452 
Future (43) (35) 

Sim i741 $ 8,417 


The tax effects of temporary differences that give rise to significant portions of the future tax assets and future 


tax liabilities are presented below: 


For the years ended August 31 (in thousands of dollars) 2002 2001 
Future tax assets 

Accounts payable and accrued liabilities ¢ 244 $ 139 

$ 244 $ 139 


Future tax liabilities 


Employee future benefits $ (1,496) $ (1,360) 
Capital assets (344) (418) 
$ (1,840) $ (1,778) 


Cees ud a Se at ie ee ee ee eee 
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notes to consolidated financial statements (continued) 


The effective tax rate of 23% for the year ended August 31, 2002 and 23% for the year ended August 31, 2001 
differ from the basic Federal and Provincial rates due to the following: 


For the years ended August 31 2002 2001 
Combined basic Federal and Provincial tax rates 40% 42% 
Equity in net earnings of companies subject to significant influence (3%) (6%) 
Income not subject to tax (13%) (12%) 
Reduction in corporate income tax rates - (1%) 
Other (1%) - 

23% 23% 


Note 5. > Changes in non-cash working capital 


For the years ended August 31 (in thousands of dollars) 2002 2001 


(Increase) decrease in 
Accounts receivable $ 2(5,310) $ 213 
Inventories 1,666 (2,186) 
Prepaid expenses 453 286 
Increase (decrease) in 
Accounts payable and accrued liabilities 4,835 14 
Income and other taxes payable (1,926) 2,550 
(Increase) decrease in non-cash working capital $ (282) $ 677 


Note 6. > Loan to/from affiliated company 

The loan from an affiliated company represents a debt instrument from Allied Domecq PLC. The loan to an 
affiliated company represents an investment in the form of an interest bearing debt instrument to Allied Domecq 
USA, an operating subsidiary of Allied Domecq PLC. 

The amount due to affiliated company bears interest at 7.66%, matures in fiscal 2006, is without recourse and 
is secured by the capital of Allied Domecq USA. Interest expense for the year was $11,647,000. 

The amount due from affiliated company bears interest at 7.91% and matures in fiscal 2006. Income for the 
year was $11,998,000. 


Note 7. > Capital assets 


As at August 31 (in thousands of dollars) 2002 2001 
Accumulated Net book Accumulated Net book 

Cost amortization value Cost amortization value 

Land Sy 1688 $ _ $ 638 $ 638 $ - $ 638 
Buildings 5,621 Byia2 1,869 5,561 3,644 1917 
Machinery and equipment 11,044 7,893 33151 10,713 7,084 3,629 

$ 17,303 $ 11,645 $ 5,658 $ 16,912 $ 10,728 $ 6,184 
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Note 8. > Employee future benefits 
The Corporation has three defined benefit plans for executives and salaried employees. Benefits under these 


plans are based on years of service and compensation levels. 


Pension benefit Pension Other Total 
plan salaried benefit plan benefit future 
and executive SERP plan benefit plan 
Benefit obligation 
Balance - 09/01/01 $ 31,981 $ 4,445 $ 7,918 $ 44,344 
Current service cost 765 204 178 1,147 
Past service cost - - - ~ 
Interest cost 2,039 289 504 2,832 
Plan amendments 530 - - 530 
Employee contributions 97 - - 97 
Benefits paid (2,890) (651) (684) (4,225) 
Actuarial loss (gain) (1,104) (170) 93 (1,181) 
Balance - 08/31/02 $ 31,418 $ 4,117 $ 8,009 $ 43,544 
Fair value of plan assets 
Balance - 09/01/01 $ 41,897 $4,707 $ _ $ 43,604 
Actual return on plan assets (3,790) (174) - (3,964) 
Employer contributions - 651 - 651 
Employee contributions oF - - 97 
Benefits paid (2,890) (651) - (3,541) 
Actual plan expenses (683) - — (683) 
Balance - 08/31/02 $ 34,631 $ 1,533 $ - $ 36,164 
Funded status: surplus (deficit) $* 3,213 $ (2,584) $ (8,009) $ (7,380) 
Unrecognized net transistion obligation (asset) (4,620) 208 6,436 2,024 
Unamortized past service cost 831 44 - 875 
Unamortized net actuarial loss 6,441 613 OW fs 7,626 
Accrued benefit asset (liability) $55,865 $ (1,719) $ (1,001) $¢ 3,145 
Other information 
(Income)/expense recognized in current year $ 615 $ 440 $ §©682 Sari 57 
Amortization of transitional obligation (asset) (349) 16 403 70 
Amortization of past service costs 52 2 - 54 
Amortization of actuarial loss (gain) (103) 30 11 144 
Discount rate (beginning) 6.50% 6.50% 6.50% 6.50% 
Discount rate (ending) 6.75% 6.75% 6.75% 6.75% 
Rate of compensation increase (beginning) 4.50% 4.50% 4.50% 4.50% 
Rate of compensation increase (ending) 4.00% 4.00% 4.00% 4.00% 
Expected rate of return on plan assets 8.00% 8.00% - 8.00% 


The assumed average health care cost trend rate at August 31, 2002 was 7.8%, decreasing to 4.2% over the next 


seven years. 


notes to consolidated financial statements (continued) 


Note 8. > Employee future benefits (continued) 


Pension benefit Pension Other Total 
plan salaried benefit plan benefit future 
and executive SERP plan benefit plan 
Benefit obligation 
Balance - 09/01/00 $ 31,388 $ 3,964 $ 7,686 $ 43,038 
Current service cost 616 183 158 957 
Past service cost - - ~ = 
Interest cost 2,042 268 508 2,818 
Plan amendments - : 48 - 48 
Employee contributions 102 - - 102 
Benefits paid (2,887) (168) (646) (3,701) 
Actuarial loss 720 150 212 1,082 
Balance - 08/31/01 $ 31,981 $ 4,445 $ 7,918 $ 44,344 
Fair value of plan assets 
Balance - 09/01/00 $ 49,932 $ 2,380 $ ~ $ 52,312 
Actual return on plan assets (4,824) (673) - (5,497) 
Employer contributions = 168 ~ 168 
Employee contributions 102 ~ - 102 
Benefits paid (2,887) (168) = (3,055) 
Actual plan expenses (426) ~ - (426) 
Balance - 08/31/01 $ 41,897 $9,707 $ - $ 43,604 
Funded status: surplus (deficit) $ 9,916 $ (2,738) $ (7,918) $ (740) 
Unrecognized net transistion obligation (asset) (4,969) 224 6,839 2,094 
Unamortized past service cost S51 46 _ 397 
Unamortized net actuarial loss 354 587 212 1,153 
Accrued benefit asset (liability) $5 652 $ (1,881) $ (867) $ 2,904 
Other information 
(Income)/expense recognized in current year $ (1,013) $ 289 $)" 706 $ (24) 
Amortization of transitional obligation (asset) (175) 44 368 237, 
Amortization of past service costs 22 2 - 24 
Amortization of actuarial loss (gain) (537) (6) - (543) 
Discount rate (beginning) 6.75% 6.75% 6.75% 6.75% 
Discount rate (ending) 6.50% 6.50% 6.50% 6.50% 
Rate of compensation increase 4.50% 4.50% 4.50% 4.50% 
Expected rate of return on plan assets 8.00% 8.00% - 8.00% 


The assumed average health care cost trend rate at August 31, 2001 was 6.2%, decreasing to 4.5% over the next 


five years. 


Note 9. > Long-term debt 


As at August 31 (in thousands of dollars) 2002 2001 
Bankers’ acceptance, interest rate of 3.0% (August 2001 - 4.0%) $ 8,000 $ 18,000 


Bankers’ acceptance are borrowings under a committed revolving bank credit facility that provides the 


Corporation the right to borrow up to $50 million at the bankers’ acceptance floating rates repayable in full on 


March 20, 2005. Interest expense on long-term debt for the year was $415,000 (2001 - $1,548,000). 


Note 10. > Share capital 


As at August 31 (in thousands of dollars, except number of shares) 2002 2001 
Number of Shares Authorized: 
Voting Class A Common Shares - no par value Unlimited Unlimited 
Non-voting Class B Common Shares - no par value Unlimited Unlimited 
Number of Shares Issued and Fully Paid: 
Voting Class A Common Shares 6,068,580 6,068,580 
Non-voting Class B Common Shares - beginning of year 966,571 953,721 
Non-voting Class B Common Shares - issued during the year S50 12,850 
Non-voting Class B Common Shares - end of year 998,072 966,571 
7,066,652 7,035,151 
Sy 1735 $ 10,626 


In prior years, the Corporation established a Non-voting Class B Common Share Option Plan and set aside 200,000 
Non-voting Class B Common Shares. Through the Share Option Plan, options were granted to officers and 
employees for the purchase of Non-voting Class B Common Shares. Options were granted at prices equal to the 
closing market value on the last trading day prior to the grant and are exercisable from six to nine years from the 
date of vesting. Options vest from one to four years after the grant date. The issuance of all the reserved shares 
under the Plan would not have a material dilutive effect on the Corporation's earnings per share. During the year, 
31,501 options were exercised for total proceeds of approximately $1,129,000. 
A summary of the status of the stock option plan and changes during the year is presented below: 


Weighted Weighted 

average average 

Options exercise price Options exercise price 

As at August 31 2002 2002 2001 2001 
Outstanding, beginning of year 102,300 $ 46.11 81,425 $ 41.29 
Granted = = 48,650 49.75 
Exercised through the purchase option (31,501) 35.85 (12,850) 28.82 
Cancelled (16,774) 49.04 (14,925) 49.99 
Outstanding, end of year 54,025 $ 51.19 102,300 $ 46.11 


EE a Sa rs Se RS Se ES a ee I ees NC 
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notes to consolidated financial statements (continued) 


Weighted 
Number average Weighted Number Weighted 
outstanding remaining average exercisable average 
As at August 31 2002 contractual life exercise price 2002 exercise price 
Range of Exercise Prices 
$27.39 - $46.39 15,500 6.7 $ 44.59 10,950 $ 43.90 
$49.75 - $67.00 38,525 8.7 $ 52.69 EASING, $ “56:32 


Note 11. > Earnings per share 


The following table sets forth the computation of basic and fully diluted earnings per share: 


As at August 31 (in thousands of dollars, except share amounts) 2002 2001 
Numerator: 
Net income S$ 25.434 $ 28,540 | 
Denominator: 
Denominator for basic earnings per share - weighted average shares outstanding 7,046,382 7,033,620 
Effect of dilutive potential common shares 15,188 26,379 
Denominator for diluted earnings per share 7,061,570 7,059,999 


Note 12. > Cumulative translation adjustments 
For investments in self-sustaining operations, cumulative translation adjustments represent the unrealized gain or 
loss on the Corporation’s net investment in foreign companies. These valuation adjustments are recognized in — 


earnings only when there is a reduction in the Corporation’s investment in the respective foreign companies. 


As at August 31 (in thousands of dollars) 2002 2001 
Balance - beginning of year $ (782) © *(1:570) 
Translation adjustment of long-term investments 1,359 788 
Balance - end of year $ STL $ (782) 


Note 13. > Financial instruments 
Credit risk 
The Corporation's accounts receivable are substantially with Provincial liquor boards which virtually eliminates 
credit risk. 


Fair values 

The financial instruments used by the Corporation are limited to short-term financial assets and liabilities, 
long-term debt and loans to/from affiliates. Short-term financial assets are comprised of accounts receivable. 
Short-term financial liabilities are comprised of bank indebtedness, accounts payable and accrued liabilities. The 
carrying amounts of these short-term assets and liabilities are a reasonable estimate of the fair values, given the 
short-term maturity of those instruments. Long-term debt is comprised of bankers’ acceptance, the carrying values 
of which approximate their fair values since they bear interest at a current interest rate. The loans to/from 
affiliates are carried at values that approximate fair values, since they bear interest rates consistent with 
similar securities. 


Note 14. 


> Commitments 
Future minimum payments under operating leases and contractual commitments for premises and equipment for 


the next five years and thereafter are as follows: 


As at August 31 (in thousands of dollars) 2002 
2003 1,013 
2004 976 
2005 824 
2006 704 
2007 529 
Thereafter 492 

$ 4,538 

Note 15. > Segmented information 


Note 16. 


Note 17. 


The Corporation’s activities are comprised of the production of spirits, along with the distribution of spirits, 
imported wines and liqueurs. In fiscal 2002 commissions from the distribution of imported wines accounted for 
5.9% of gross operating revenue (fiscal 2001 — 5.7%). 

For the year ended August 31, 2002 and the year ended August 31, 2001, the Corporation’s gross revenue and 
identifiable assets are all attributable to its domestic Canadian operations. Export sales account for less than 10% 
of gross operating revenue. The Corporation's equity in net earnings of companies subject to significant influence 
is derived principally from European based operations. 

In fiscal 2002, sales to three major customers accounted for 38%, 16% and 13%, respectively, of gross 
operating revenue (fiscal 2001 - 39%, 16% and 12%). 


> Contingencies 

The Corporation is contingently liable with respect to pending litigation and claims arising in the normal course of 
business. Although the ultimate outcome of these matters is not presently determinable, at this point in time 
management believes that the resolution of all such pending matters will not have a material adverse effect on 


the Corporation’s financial position or results of operations. 


> Comparative figures 
Certain 2001 figures have been reclassified to conform to the financial statement presentation adopted in 2002. 
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ten year review 
Six months Year 
ended ended 
Year ended August 31 August 31“ February 28/29 
2002. 2001» 2000 1999181998: SS7 saiSo6 1995. 1995* e945 1993 

Results (in millions of dollars) 

Gross operating revenue 101.8: 101.2 95:47" 1011) 97.27 9271 eas 40.6 88.4 93.4 99.5 

Earnings from operations 30.7 329 294° 301 “309324204 125 33.4 356 424 

Earnings before extraordinary item 

excluding after-tax restructuring costs 25.1 28:5 “292° 22572 0 Sie oe 12.4 284 324 347 

Net earnings 25:1) 9 28.5 20/40 -222:85 9 27a) Zeer 12.4 28.6 30.0 34.7 

Cash provided from operations 254 2244 241 17.2 32.0 21.3 224 14.0 22.3 VON 37.5 
Year-end position (in millions of dollars) 

Working capital 60:7 58.2 62.2 °640 62.8°>5927 02 79.8 62.8 49.2 146.9 

Total assets 259.2 2548 94.2 107.4 101.7 161.9 144.1 120.8 115.5 209.5 1914 

Long-term debt 8:0° »918.0"- 310 © 39.05.9430 - - - - - - 

Shareholders’ equity 86.5. 72.9. 573 . 53 44S 1406. vi287 109.9 104.1, 814» “173.3 
Per common share (in dollars) 

Net earnings before extraordinary item 

excluding after-tax restructuring costs 357, p 406s 3:02 53:67 sy AST a aeenee WeSaie de75 402 462 4.94 

Net earnings 3,57.) 4,06) °°2.91, ~3.25.. 3.985 — 406, Bis 7 1.75 405 427 4.94 

Cash provided from operations 3.61.9 346 343 2:45. 459. 037 1.98 3:16) 250 oie 

Shareholders’ equity 12.24. 10.37 816 758 641 20765 18:28 15.56 14.76 11.54 24.67 

Special dividend paid - ~ “ — 16.50 - - ~ - 16.50 - 

Dividends paid 2.00 2,00 2.00 200 1.70 1.285 4224 0.62 1:45. “Al e 
Market value per common share 

High 61.95 67.50 84.00 88.00 76.50 58.00 46.00 38.00 40.00 58.13 54.00 

Low 53.00 45.10 4450 67.00 5475 40.75 37.75 31.50 33.00 37.13 42.00 

Close at end of year 57.05 64.05 49.80 70.00 73.00 55.00 43.00 3715 33.75 37.130 4825 
Other statistics 

Working capital ratio 6.8 LA Need 5.3 6.1 et 78 oF 13 1.4 9.2 

Pre-tax return on average capital employed 348 404 349 386 343 3176 33:5 44.8 45.8 38.0 35.4 

Earnings from operations as a 

% of gross revenue 30:25) 325, Siz) 29:5) Ss k0 sac ee oO 30.7 37.8) 38) 42:6 

Return on average shareholders’ equity 31:5 A388 37.0 -46:5. 293) “20975 ee22: 30.3 30.8 23.6 21-6 

Number of shareholders 785 813  °855 891 933 985 1068 1,136 1,174. 1,192 1,308 

Number of shares outstanding (‘000’s) 7,067 7,035 7,020 7,006 6,989 6,966 7,071 7,060 7,058 7,057 7,024 

Average number of employees 130° 158.7 150. 156.5 F155 164 148 154 153. 1707 ees 
Segmented information (in millions of dollars) 

Gross operating revenue from 

Canadian operation 101.8 1012 934 101.1 “S72 S21) 845 40.6 88.4 934 99.5 

Pre-tax earnings from Canadian operations 30.7 S29" 29" “30:1 es00. (S42 oa. 15.0 35.4 443 51.7 

Net earnings before extraordinary item: 

Canadian operations 228° 2337 154 “158 7209" “19s -e eto 8.8 20.8 256 29.4 

Foreign operations 22 5.2 5.0 7.0 6.9 9.2 1S 3.6 78 44 ue) 
* Restated 
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